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SUBJECT: COTTON CONTRACTS 

REF: A. STATE 4070 
B. MANILA 0340 

1 . BY NOW YOU WILL HAVE SEEN OUR MANILA 0340 WHICH GIVES THE 
CURRENT STATE OP PLAY AND POSES SOME ISSUES WHICH MAKE 
USG ABILITY TO PULLY MEET U S. COTTON EXPORTER PROBLEM OP 
OVERDUE L/CS HIGHLY QUESTIONALBE. WE WOULD LIKE TO UNDERTAKE 
WITH DEPARTMENT A REAPPRAISAL OF OUR ATTACK ON THIS PROBLEM 
IN LIGHT REPTELS AND HIGH PREDICTABLE PUTURE DEVELOPMENTS 
THEY PORTEND. 

2. POR STARTERS WE FEEL THAT THE APPROACH PROVIDED IN 
OUR CURRENT INSTRUCTIONS IS FOREDOOMED. WHILE POR A TIME 
IT APPEARED WORTHWHILE TO PURSUE MERE COMPLIANCE WITH 
CONTRACTS AS MATTERS OP GOOD PAITH AND RECIPROCITY, SEVERAL 
PACTORS UNDERMINE THAT PREMISE PER SE. AS INDICATED REP B, 

THE MARKET CURRENTLY AND PORSEEABLY WILL NOT SUPPORT 
IMPORTS AT THE RATES CONTEMPLATED BY EARLIER ARRANGE- 
MENTS, AND IT IS UNREALISTIC TO EXPECT THAT THE PHILIPPINE 
GOVERNMENT OR THE MILLS WILL BUILD SUCH LARGE INVENTORIES 
ONLY TO FULFILL CONTRACTS. MOREOVER, THE WILLINGNESS OP 
SOME, IP NOT ALL U.S. SUPPLIERS TO TRY EITHER TO 
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DEALS GREATLY REDUCES THE EEEECTIVENESS, IE NOT THE 
CREDIBILITY OF OFEICIAL REPRESENTATIONS. IT IS CLEAR IN 
THIS CONTEXT THAT IF DISCIPLINE AMONG U.S. TRADERS CANNOT 
BE ACHIEVED OR SUSTAINED THE SITUATION IS INTRINSICALLY 
HOPELESS. IN ADDITION, OUR INSTRUCTIONS HAVE SOUGHT TO 
PROMOTE ACCOMMODATIONS AND ADJUSTMENTS ON THE PART OP THE 
BUYER WITHOUT ANY SUGGESTION THAT THE SELLER MIGHT ABSORB 
SOME OP THE SHOCK. WE HAVE HAD TO BE VERY CAREPUL TO KEEP 
THIS ASPECT OP THE APPROACH PROM BEING MERELY OPPENSIVE. 

OUR BENT TO CAUTION ON THIS POINT IS REINPORCED BY THE LIKE- 
LIHOOD (WHICH WE UNABLE CONPIRM LOCALLY) THAT MANY IF NOT ALL 
OF THE CONTRACTS IN QUESTION HAVE SAVING CLAUSES OF ONE SORT OR 
ANOTHER RESPECTING PRICE AND QUANTITY, AND PROBABLY DELIVERY 
SCHEDULES. WE WOULD APPRECIATE MORE INFORMATION ON THIS POINT. 

3. THE TREND OP THE POREGOING IS OBVIOUS. IF WE ARE TO 
MAKE PURTHER REPRESENTATIONS, ESPECIALLY AT HIGH LEVELS, 

WE MUST DO SO WITH A REALISTIC EYE TO THE POSSIBLE. IT 

IS HIGHLY UNLIKELY THAT MARCOS CAN REACT PAVORABLY TO A 
REQUEST TO HONOR ALL EXISTING OVERDUE CONTRACTS, EVEN 
THOUGH HE WILL SEE THE VALUE OF REACHING A COMPROMISE WITH 
U.S. EXPORTERS THAT REDUCES OR AVOIDS CONGRESSIONAL 
IRRITATION, AND AVOIDS BLOT ON COUNTRY'S BUSINESS REPUTATION. 

4. IP DEPARTMENT AGREES WITH POREGOING APPRAISAL, WE 
BELIEVE BEST NEXT STEP IS TO PUT THE REALITY OF THIS PROBLEM 
SQUARELY TO U.S. EXPORTERS. WE CAN SUPPORT THEIR REPORTS TO 
REACH SATISPACTORY COMPROMISE A GREAT DEAL MORE EFPECTIVELY 
AND WITH MUCH HIGHER PROSPECTS OP SUCCESS THAN TAKING UP 
THE CUDGEL FOR THE SANCITY OP CONTRACTS WITHOUT KNOWING 
WHAT TERMS, CONDITIONS AND EQUITIES WE MAY BE DEFENDING, OR 
PARTICULARLY WITHOUT KNOWING WHICH EXPORTER NEXT WILL BREAK 
RANKS AND UNDERCUT THE WHOLE REPORT WITH A NEW DEAL. 
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